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ACROSS THE EDITOR’S DESK 


A pre-publication review of one of this months articles 
(‘What Budgetary Control For Sales’’, page 7) by Pub- 
lications Director Russell O. Hegness, evoked some 
very interesting comments which ye editor takes the 
liberty of passing along. Mr. Hegness is of the school 
that does not subscribe to the idea that the budget man 
has completed his task when he has constructed the 
budget. ‘‘To the study of budgetary control for sale,’’ 
Mr. Hegness says, ‘I would add these three points: 


1. ‘Conversion cost and production time may very 
well not be proportionate and may vary greatly as be- 
tween different products within any one grouping. By 
production time I mean tons per hour, etc. 


‘In our business I’ve seen many an analysts’ 
profit improvement proposal blow up after being put to 
the test of actual practice, because he failed to give 
proper consideration to the relative relationship of con- 
version cost and production time. Proposals of this kind 
should always be tested by comparing the results ob- 
tained by developing profit retum interms of dollars/equip- 
ment hour or labor hour; dollars/dollars of invested 
capital or whatever the determining bottle-neck factor 
may be. 


2. ‘*Affect of product mix changes on fixed cost ab- 
sorption. With the money already spent on capital equip- 
ment a lower profit retum at the level of gross profit on 
sales may actuallybe justified when such a product keeps 
all your facilities operating and each facility continues 
to absorb its own fixed cost versus only partial operation 
of total facilities with the attending loss in fixed cost 
absorption. This situation also raises the question what 
to do with the cost of idle equipment. 


3. ‘TA free market generally seeks a level which 
balances the profit retum between products that can be 
produced on the same equipment at a point approximating 
the rate of return required to attract capital into the 
industry. Therefore, any such disclosures are likely to 
be only temporary advantages because of the absence of 
a completely free market or just as probable -- all the 
accountants in the entire industry have been asleep. The 
commercial aspects of such a disclosure can be of as- 
tounding magnitude. It possesses a tremendous potential 
for selective selling if properly commercially engineered. 
Whether the price of the one product should be raised or 
the other lowered may have tremendous potential.”’ 


IS INSTALLING THE BUDGET AN “‘INSIDE”’ 
JOB? 


A recent canvass of several N.S.B.B. groups on the 
topic ‘‘Should a budget program be installed by the com- 
pany’s own budget staff, in preference to an outside 
consulting firm,’’ has revealed there are two very sharply 
divided camps -- one says “‘yes!’’ and another is just as 
emphatic in saying ‘‘No!’’ 


Both opinions are generally supported by facts from 
actual experience. Believing this may make an interest- 
ing article, your editors woulc like to hear from more 
budget men with opinions on the subject. 


Please put your thoughts in writing, and forward to ye 
editor. If sufficient material is forthcoming, the subject 
will be aired in an early issue of Business Budgeting. 


h 
as 
cc 
ar 
ot 
pu 
re 
th 
st 
at 
fr 
: dc 
be 
re 
as 
ca 
th 
: us 
ok 
cl 
id 
cc 
ta 
of 
he 
gr 
th 
| re 
It 
ar 
pl 
de 
P 
lo 
pl 
p! 
st 
te 
— 
w 
th 
2 
| 


A MODERN CONCEPT OF CONTROL 
By: J. L. Peirce 


Vice-President and Controller, A. B. Dick Company, Chicago 


Probably the most appropriate executive title in modern business is “‘Controller’’ — the executive who literally controls 
his firm's march towards profitable operations in so many ways. In this article a Controller reveals one of his trade 
secrets — how budgeting can be his greatest asset in fulfilling his responsibility. 


Ihold the conviction that the budgeting function (insofar 
as constructing and coordinating a budget system is 
concerned) properly belongs to the controller. To you who 
are or report to treasurers or finance officers with some 
other title, let me say that it doesn’t really matter for the 
purposes of this discussion. It doesn’t even matter if you 
report direct to the president. The budget principles and 
the budget function are there (or at least are potentially 
there) and presumably have been assigned where best 
suits the peculiarities of your company’s organization 
and personnel. My only reason for mentioning it is that 
from sheer habit and deep personal conviction I shall 
doubtless refer to this budget coordinating function as 
being a part of a broader process which may be known as 
‘‘control;’’ and to this control function as being the chief 
reason-for-being of ‘‘controllership;’’ and to controllership 
as the central purpose in life of an individual properly 
called the ‘‘controller.’’ If this individual is called some- 
thing else in your company, I hope you will forgive my 
use of the word controller to include him as well. 


Now let us widen our concepts still further and in- 
clude the word ‘‘control’’ within a very broad management 
idea called ‘‘planning and control.’’ It is planning and 
control that we are really concerned with, and when we 
talk about budgeting we are really talking about a part 
of the planning and control principle. Budgeting is per- 
haps the core of this concept; nevertheless the whole is 
greater than its core, and we cannot escape looking at 
the entire picture. 


The second half of this dual subject - “‘control’’ - is 
really another word for budgeting in its broader meaning. 
It is the part in which budget managers and controllers 
are most deeply immersed; it is the ultimate of the entire 
planning and control process. 


First, let us define ‘‘planning’’ and then we will 
define control and see if we can piece them together. 
Planning, of course, is something that is carried on 
every hour of the business day and sometimes a lot 
longer as you know. It may exist with or without control - 
that is, with or without disciplined efforts to follow the 
plan or to explain deviations from it. On the other hand, 
control cannot exist without planning, and therefore the 
planning must be designed to fit the specifications of 
control. 


In the modern sense of an integrated planning and 
control system, let us think of planning as the con- 
struction of an operating program comprehensive enough 
to cover all phases of operations, and detailed enough 
that specific attention may be given to its fulfillment in 
controllable segments. Therefore, to repeat, the planning 
process has to be conducted in direct relation to the 
needs of control. 


Assuming that this is a reasonable definition to start 
with, let us define ‘‘control.’’ Let us define it as the 
presence in a business of that force which guides it to a 
predetermined objective by means of predetermined 
policies and decisions. It operates entirely apart from 
the mass of operating decisions and instructions con- 


stantly emanating from the line organization. It doesn’t 
steer the course, but it informs operating management at 
once of any significant deviation from it. It does not take 
action, but it frequently impels action by turning a strong 
spotlight on the pertinent facts. This concept, it seems 
to me, places a specialized meaning on the word - a 
purely functional use of control. 


The practice of this variety of control is a function of 
management at a very high level. It is an advanced phase 
of what we have long known as budgetary control. It is 
simply a broadened usage of a familiar technique. 


THE THREE-PART FORMULA 


Now taking it a step further, we have a control process. 
Really, like all good management, it rests on a very 
simple principle. It has been confused unbelievably but 
let us state it as a three-part formula. The first compon- 
ent is the adoption of a plan. The second is reporting 
actual performance as compared with the plan. The third 
is making decisions and taking action. 


Of course, these three phases of the formula operate 
concurrently. Management following this system will be 
constantly planning and reporting and taking action but 
actually the steps come in that sequence with reference 
to any particular problem. The important thimg to know 
is that the decisions reached and the action taken will 
be directly related to a master plan. They won’t be spas- 
modic; they won’t be consummated without adequate ref- 
erence to the fundamental objectives of the business. 
No decision or action will be taken which is out of 
harmony with actions in other departments of the busi- 
ness, because all are governed by a universal plan. 


To accomplish this atmosphere requires a great deal 
of diligent effort; it requires the effort of men who are 
conscious of its importance and willing to accept the 
self-discipline that it needs. 


Now let us examine the three steps briefly as to their 
characteristics. The first step is the adoption of a plan. 
This is perhaps the most difficult of all. Even after the 
habit of planning has become ingrained, it is not easy to 
induce a group of executives to set aside pressing 
matters and think into the problematical future. 


First, let us think of the form in which our planning 
is to be stated. The common denominator, of course, is 
money. All planning must be ultimately translated into 
dollar figures, which is the language in which business 
operates. The ultimate form of our planning, then, is 
typically a forecast or planned profit and loss statement 
for a forthcoming period of say twelve months, supported 
in detail by sales budgets or forecasts, expense budgets 
and so on, and also supplemented with detailed ex- 
planations. The assumptions, bases and computations 
upon which the budget figures are predicated should all 
be recorded, of course, because later, as I am sure you 
know they will serve a vital purpose. 


These figures are not the plan itself. The figures are 
only the external expression of the plan in a language 
that all can understand. The statements, if you please, 
are a vehicle with which to inform, appraise and perchance 


readjust, but the substance of the plan itself is in the 
minds of its creators, the men who are doingthe operating. 


What does the plan cover? It is a very big job to pre- 
pare an over-all plan for a company, which will ultimately 
be put into a responsible budget. No activity of the com- 
pany is exempt. Every segment must be fitted into a 
master program. 


Planning is a company-wide process of integration, 
in which no man can stand alone. Every department 
enters into it, and all depend on each other for a proper 
and usable plan. When the volume of planned sales has 
been established, it goes on to manufacturing, which in 
turn plans production levels, inventories, etc. Manu- 
facturing costs must be fitted into it, including material 
purchase prices, wage levels and even manufacturing 
efficiency. The planning process then fans out to include 
factory administration costs, research objectives, selling 
strategy and general administration. The spotlight is 
turned on the future course of each activity, and each is 
reduced to budgeted figures. 


Finally, translating it all into terms of dollars, we can 
have a planned net profit which has a meaning because 
it has substance to it. Itis more than a series of educated 
guesses. It is based on the actual planning of the man- 
agers of the business, all the way down to the lowest 
responsible unit. 


Do not overlook capital expenditures in your planning 
arrangements. Planning of the company’s operations 
cannot be considered complete unless it is integrated 
with a plan for providing required new buildings, ma- 
chinery, equipment and tools. The needs of the organi- 
zation in this area should be assembled as carefully as 
the departmental operating budgets. In this case, how- 
ever, the term of planning is usually a little longer - 
say three years, as compared with one year for the 
customary projection of sales and expenses. Capital 
requirements have to be projected on a long term basis. 
Furthermore, such expenditures will largely govern the 
planning for financing. The logical outcome of this 
thinking is a phase of planning which is far broader than 
capital expenditures alone, and which might be referred 
to as a financial progam. 


In constructing such a program, estimates must be 
made of required operating cash, accounts receivable and 
inventories, equipment, and so on. In fact, every item on 
the company’s balance sheet receives scrutiny in this 
process, and the resulting financial program may most 
easily be expressed in terms of pro forma balance sheets 
for the succeeding three years. Obviously, you have to 
get into borrowings, net profits, dividends, and enlist- 
ments of new equity capital. It seems to me that we 
cannot do a proper job of budgeting until we have ex- 
panded it to include the entire control idea and we 
cannot control our operations properly unless we also 
include our financial picture. 


REPORTING ON PERFORMANCE 


The second step mentioned was reporting on perfor 
mance. Probably the simplest known form of reporting 
performance against plan is the typical expense report 
issued by the accounting department, showing itemized 
expenses for the month, compared with budget figures. 
Too often the reporting ends there. It seems to me it 
should add two other features: first, a written explana- 
tion of the figures wherever it would be helpful, and, 
second, sympathetic consultation with the recipient of 
the figures. The latter, of course, should only be lengthy 
enough to ascertain that the man responsible really 
understands the meaning of the figures. 


It is our responsibility to see that he understands - 
not just to submit figures, not even just to submit com- 
ments, although I do not like a single figure to go out of 
our department without a written comment to go with it. 


The same principle, of course, applies to profit and 
loss statements and to reporting on the performance of 
any unit of the business. The reporting cannot be per- 
functory. It must be based on an intimate knowledge of 
the operation and of the plan itself, rather than merely 
on the figures. 


In all cases, the controller or budget man must get at 
the essential facts. He must report the same story to all 
levels of supervision involved, and he must take the 
responsibility for seeing that the facts are understood. 


Now the third step, decision and action, is one which 
we as staff people do not take of ourselves, but we 
participate in this step. When the planning has been 
done properly, and adequate reporting has been made on 
performance against the plan, the ensuing decisions 
sometimes become surprisingly clear. The action is 
frequently indicated in the reporting itself. 


In practice you need an orderly method to revise the 
operating plan. It might be useful to revise the entire 
plan at three-month intervals depending on the nature of 
your business. Interim deviations are made conspicuous 
by the well known management-by-exception principle. 


By these devices of control, all units of the business 
are coordinated. The simple triad, planning-reporting 
action, becomes the guiding principle of the business. 


PLACING THE RESPONSIBILITY 


Now we come to what really is almost the heart of the 
problem - who is responsible? It is a long step from the 
resolution to have better planning and control to its 
actual realization. As in every other advance in mar 
agement methods, responsibility must be fixed at the 
outset. In this case, however, the assignment of re- 
sponsibility is complex. 


Fundamentally, every manager or supervisor in charge 
of a unit of the business well enough defined to have a 
budget of its own must be made responsible for the 
planning and control of that unit. By implication, the 
responsibility travels up the organization line all the 
way to the top. 


This means, of course, that the president is ultimately 
charged with the obligation of success in the whole 
planning and control field, and he must therefore under- 
take to see that the control mechanism is constructed 
and maintained and that the entire organization is 
educated in its use. This function is delegated to con- 
trollers and budget men, but it is a line responsibility. 
However, the main reason for its being delegated, and 
for the growth of controllership in the modern sense, is 
the fact that it is time-consuming and requires a special- 
ized staff type of approach. 


If the controller is alert to the immense possibilities 
of the planning and control concept, and is aware that 
he is the executive in the most advantageous position to 
carry out this assignment, he may find that he has to 
reorganize his thinking and maybe his whole department 
to do it. He will need to subordinate all of his account- 
ing, his cost and budget activities, and all the rest of 
the paraphenalia that he uses to the needs of this 
greater sphere which we call planning and control. 


Essentially the whole burden of this thing naturally 
falls on the president and the controller. What about 


(Continued on page 8) 
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THE 
By Laurence E. Casey 


Director of Budgets and Forecasts, 
Ball Brothers Co., Inc., Muncie, Indiana 


From definition of the word “‘budget,"’ to the finished 
product class profit and loss, one elementary point re- 
mains unchanged: plan — plan — plan — plan! 


There is without doubt no better, nor more valuable, 
a tool than the ‘‘Budget’’ for the purpose of predetermin- 
ing and controlling the operations of a business on a 
profitable basis. And to begin with, let’s clarify what 
we mean by the word ‘‘Budget.’? Without a doubt there 
are hundreds of interpretations of this word, mostly due 
to the degree in which various companies employ its 
use. To me, ‘‘Budget’’ means a complete, coordinated, 
plan covering the entire operations of a company for a 
stated period of time, usually one year. It most be so 
constructed that when all parts or divisions are ac- 
cumulated or added together they will constitute what is 
known as the ‘‘Budget.’’ No single division or depart- 
ment can be treated independently and not tie-in to the 
overall picture. The technique of preparing an annual 
budget is not difficult, but the entire plan must be 
completely coordinated. 


In addition, the budget should not be considered merely 
as a ‘‘Sattern’’ of probable operations, it should be a 
means of providing the necessary ‘‘control’’ data to 
insure expected results from a profit standpoint, re- 
gardless of possible changes in business conditions. 
Present day competition and economic changes require 
planning for the future, if a business is to survive and 
prosper, and the budget is the best means to that end. 


The major advantages of budgeting a business might 
be summarized as follows: 


1. By correlating the sales forecast with projected 
trends of business conditions, an accurate job of plan- 
ning sales, inventories, and productive activity in 
advance, can be accomplished. 


2. The stimulus of planning is generated throughout 
the organization. Sales effort, analysis of products, 
market research, outside competition, manufacturing 
and operating costs are all part of this objective. 


3. It helps to stabilize production and inventories, 
which tends to insure steady jobs, thereby reducing 
scrap losses, reoperation, and poor quality resulting from 
high labor turnover and inexperienced help. 


4. Excessive manufacturing costs can be reduced or 
possibly eliminated by means of expense control obtained 
through comparisons with the pre-determined base 
established in the budget. 


5. The success or failure of the business can be 
read in advance of actual operation, and changes made 
to correct or improve certain areas, before it is too late. 
Variable expenses and even semi-variable expenses can 
then be maintained in balance currently, during the year, 
on a weekly or monthly basis. 


THE NEED FOR FORECASTING 


The subject of ‘orecasting is not precisely a new 
one. Men have been forecasting for years, but in the old 
days, the owner of a business was the salesman, pur- 
chasing agent, accountant and stock-keeper. It was 
his guessing which enabled him to buy properly and 
keep his stock in some kind of a balance. Today, with 
the increase in size of businesses, these functions 


have all been separated, and the man who does the 
selling today probably doesn’t see the purchasing agent 
or the manufacturing superintendent for days at a time. 
Consequently, the two have no idea of what each other 
is thinking or planning. So it is that we have need for 
forecasting, so that all members of the team may work 
together. 


In preparation of an annual sales forecast, two sets of 
factors play governing roles. One is external, and the 
other is internal. The external factors are what is loosely 
termed general business conditions, and the intemal 
factors are such controllable items as sales effort, 
advertising, manufacturing facilities, etc. First of all, 
if you haven’t already done so, analyze your products 
and classify them into product groups having like 
characteristics, or sales outlets, or some other common 
denominator. Next, take a sufficient amount of historical 
data and convert it to these same product groups, to 
obtain the sales history of each product group. This may 
be done in dollars or in units, whichever seems most 
desirable. Now to enable us to forecast the probable 
sales of this product group, we must relate this to some 
business condition index. Several factors must be rec- 
ognized as affecting the month to month sales of any 
type or group of products. These cre 


1. Secular trend, which is the long term trend of 
sales to rise or fall because of changes in customs, 
standard of living, population or other forces. 


2. Seasonal trends, which represent the average 
demands by month in normal times, and which is caused 
by the weather, seasons, school terms, vacation periods, 
holidays, or other forces. 


3. Cyclical trend which is the increase or decrease 
in sales due to business conditions. 


The secular trend may be found by taking a number of 
years and computing the average increase or decrease 
per year. A careful analysis of sales data is necessary 
to determine if there is any change of trend during the 
period under study. A simple method is to take a twelve 
months moving average of sales and plot several years 
on graph paper. Then you can readily visualize the over 
all trend on your chart. Extremes such as will no doubt 
show in war years ( 1942- 1944) should be discounted. 
Also, abnormal prosperity or depression years should 
be spotted and considered. 


DETERMINING SEASONAL TRENDS 


Next, the seasonal trend should be determined by 
analyzing the monthly percent of annual sales for several 
years and determining the approximate normal monthly 
percentages for each month of the year. Having arrived 
at the trend of growth or decline of your product (secular 
trend) and the seasonal trend, you are ready to attempt 
to find a representative index which will correlate with 
your particular sales experience of each product group 
being studied. Your best judgment will enable you to 
select representative business indices which are akin to 
the particular products in which you are interested. A 
great many indices are now regularly produced by the 
Department of Commerce and these may be used in- 
dividually or in combination. Trade organizations develop 
data which is particularly advantageous. The effects of 
the secular trend and the seasonals should generally be 
removed before attempting to correlate your sales pattern 
with the index, as indices are generally published ad- 
justed for seasonal variations. Another word of caution 
is that selling price fluctuations must be carefully 
watched as a change in prices will affect totals if you 
are using sales dollars. 


Having determined the index or indices applicable, 
and correlated same with your product sales, forecasting 
becomes now a matter of obtaining the best information 
you can get as to the probable cyclical effects of general 
business for the coming period. Business and trade 
publications, commercial advisory services, financial 
institutions and corporations, are generally available, as 
sources of estimated business conditions. Some corpor 
ations exchange forecasts with many other companies in 
order to obtain all possible information as to expected 
business fluctuations. Once you have decided upon the 
probable level of business, and this should also be by 
quarters, you can apply this to your present business 
level, and project the forecast for the coming year. Here 
again be very careful not to take an average for the past 
year as a starting point, inasmuch as the fourth quarter 
might be as much as 20% higher than the year’s average, 
or likewise it might be lower. For example, if your past 
year’s average sales are 1,000,000 with a high first half 
and a low fourth quarter level at, say the 800,000 level, 
and you wish to project a 10% decline for the next year, 
you should start from the 800,000 level rather than the 
1,000,000. In other words next year’s forecast will be 
720,000 rather than 900,000. Also getting back to the 
internal factors mentioned at the start, do not forget to 
adjust for new products, discontinued products, increased 
advertising or selling effort. Market research is also 
becoming a very potent factor in the determination of 
various regional sales activity. 


When a total sales level has been determined by the 
above method, it should then be compared with estimates 
obtained from the sales departments and deviations re- 
viewed and discussed with sales in order to arrive at a 
final figure to be presented management. When the fore- 
cast is finally accepted and approved, it then becomes 
the keystone of the remainder of the budget. 


IMPORTANCE OF ORGANIZATION | 


The cost of sales is then prepared to coincide with 
the sales forecast by product class. In manufacturing 
concerns this generally consists of material, labor and 
ovethead. Standard costs seem to be most readily adapt- 
able to budgeting and control procedures, and provide 
certain advantages for comparison and control. Having 
obtained the standard costs of sales and variances 
between actual and standard manufacturing costs by 
month, a comparison of actual costs, monthly and even 
weekly or daily, can be obtained and operations con- 
trolled accordingly. Future material and labor require- 
ments can be projected andfurnishedtothe manufacturing, 
purchasing and employment departments, to assist them 
in planning for future requirements. Indirect costs or 
overhead, which are generally the most troublesome, 
should be budgeted by division and department. Here 
proper organization plays an important part, in that proper 
functional responsibility should be clearly defined so 
that reports to foremen and superintendents will include 
expense and labor expenditures which they are definitely 
responsible for, and able to control. Both dollars and 
ratios based on a level of activity such as direct labor 
or machine hours are necessary to provide the necessary 

ontrol data. 


The establishment of budgets on labor and expenses 
is much easier obtained and better controlled when a 
stabilized calendar is in effect. The 4- 4-5 week basis 
which has been adopted by some companies, in lieu of 
the controversial thirteen month calendar, is a natural 
for budgeting purposes. There are a great many advan- 
tages to this system of monthly closing. Basically, it 


means establishing a most natural closing date - Saturday 
or Sunday, which coincides with the company’s regular 
payroll week end, thereby eliminating all estimates, ac- 
cruals andreversed accruals for split weeks. The calendar, 
agreed to in advance, sets up closing dates generally 
between the 25th and 31st of the month on a 4-4- 5 week 
quarterly basis. This permits accurate scheduling of 
sales, expenses, cash, and in fact all areas of the busi- 
ness, on a comparable basis from year to year and facili- 
tates speedy preparation of financial reports. 


Operating expenses such as warehousing, selling, 
advertising, and administrative expenses, should be 
segregated by product groups. This can be done to a 
considerable extent through actual direct allocation plus 
predetermined formulas for general items of expense. 
Standard costs can very readily be used in this area of 
the business, which greatly assists the sales departmegt 
in pricing merchandise. Control of these expenses in 
line with well established standards may necessitate 
further planning of expenses, market research and analy- 
sis, and study of salesmen’s routing. The concentration 
of effort on profitable products and areas becomes es- 
sential as a profit and loss statement by class of product 
is made available tothe sales manager. The product class 
profit and loss statement may also be further broken 
down to show product lines or items and their effect on 
the total product class profit or loss, and non-profit 
items thereby eliminated. 


A great deal of detail information has been omitted in 
this discussion in order to cover the entire subject of the 
preparation of the budget. However, it is believed the 
basic fundamentals outlined can be applied to any busi- 
ness. A little ingenuity and application should enable the 
basic formula to be adjusted and adapted to the particular 
business involved. The opportunity for the financial di- 
vision to take hold of operating controls, and follow them 
with opportune data, is extremely important, and the re- 
wards measured only by the amount of effort and ingenuity 
put forth in this interesting aspect of modem business. 


The extent to which this latter function is carried, and 
the degree of efficiency with which it is carried out, iis 
the measure of the worth of the budget director. Just as 
the application of general budget principles will vary to 
meet the special needs of each company, so will a bud- 
get director's responsibility vary in relation to the ex- 
tent that he grasps the opportunities available to him. 


NEW BOOK ON BUDGETING 


Dr. W. D. ‘Don’? Knight, an associate member of the 
N.S.B.B. (Milwaukee Chapter) has compiled an analysis 
of how modern industrial corporations plan, coordinate 
and control their operations through budgeting, under the 
title “Profit and Loss Budgeting.’’ Dr. Knight is director 
of the Research Bureau and professor of commerce at the 
University of Wisconsin; the book is published by the 
school’s Bureau of Business Research and Service. 


The book contains three case studies, in which other 
members of the N.S.B.B. collaborated. The companies 
studied are Allis-Chalmers Manufacturing Co., Milwaukee; 
Kimberly-Clark Corp., Neenah; end Snap-On Tools Corp., 
Kenosha. 


The book can be obtained from the University of 
Wisconsin, Bureau of Business Research and Service, 
Madison 6, Wisconsin, at $1.65. 
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WHAT BUDGETARY CONTROL FOR SALES? 
By Joseph L. Bubul, C.P.A. 
Assistant Manager, Ernst & Ernst, Indianapolis, Indiana 


A synopsis of a presentation before a N.A.C.A. discussion forum, this article may very well be properly identified as 
“‘Controversial’’. Here is a courageous approach to a subject that is too often side-stepped by budget men — should sales 


be budgeted, or merely forecast? 


The use of the word “‘control’’ as it applies to sales 
presents an intriguing subject. Generally, the word is 
associated with costs -- we control labor costs, manu- 
facturing overhead costs, selling costs, administrative 
costs, i.e. areas where we feel there is a need for control. 


Widespread viewpoints exist in connection with the 
use of controls over sales. Some accountants may feel 
that sales cannot be controlled, you only forecast them -- 
and at that not very reliably. This may be true in some 
cases, but many companies must make a reliable fore- 
cast that is well planned and thought out, as once a 
forecast is issued it is equivalent to a commitment. 
First, production and manufacturing schedules are based 
on the forecast. Second, purchase commitments are 
placed for delivery of materials. Finally, the matching of 
costs and projection of future cash position shows the 
availability of funds to meet future expansion, dividends, 
etc. Forecasting or budgeting of sales boils down to the 
— of not just accumulating orders, but profits as 
well. 


In using the term control in connection with the sales 
forecast or budget, what are we trying to control? To 
answer this it is necessary to look at the basis of the 
sales budget. What are our plans; our goals? Are they 
sound? For example, will volume increases continue or 
was last year’s increase based on (1) special large 
sales to a few customers, (2) price increases, (3) past 
advertising campaigns. 


Still considering the basis of the sales budget, what 
is the allocation of volume by products? Will the antici- 
pated volume consist of a different mixture? If so, what 
is the correlation with production facilities to the extent 
that certain facilities will be idle, while others will 
require operation in excess of capacity? 


Consideration should also be given to allocation of 
volume by territories, particularly with respect to ex- 
pansion of existing territories or the addition of new 
areas. Are delivery facilities available and delivery 
costs reasonable, or will these added costs negate the 
benefit of added volume? 


The accountant can assist the sales department in 
controlling the budget by searching out the answers to 
these questions in establishing the basis for the sales 
budget. This is particularly true when all the factors 
enumerated above are put together, and a determination 
is made of the anticipated gross profit. What gross profit 
does management expect? You may have to start all 
over again. 


ACCOUNTING FOR RESULTS 


Once the sales budget has been established, it is 
necessary to keep a running account of the results. In 
many companies these records are comprehensive, cover- 
ing sales by divisions, salesmen, territories, and 
products. Others extend this to comparison with quotas, 
and accordingly issue periodic reports to management. 


Further extensions of reports consist of truck-load 
sales with delivery cost comparisons; sales and gross 
profit; sales vs. direct selling costs. 


What about controlling sales to most Profitable Product 
Mix? The ideal is to sell products that will yield the 
greatest profit margin. The advantage, of course, is more 
profit on present costs and larger production runs with 
correspondingly lower costs. The ideal, however, is 
generally modified through filling out the product line 
and other customer appeal factors. 


In respect to profit on individual products, the factor 
of conversion cost must not be overlooked. A low margin 
product with a low conversion cost can provide more 
dollar - profits than a high cost - high profit product. 
To illustrate: 


Product Product 


UNIT DATA A B 
Selling price $5.90 $5.00 
Cost: 

Material $1.00 $3.50 
Labor and overhead 3.00 1.00 
$4.00 $4.50 


GROSS PROFIT $1.00 $ .50 
MONTHLY DATA 


Sales for Month 100 300 
Conversion cost (labor 

and overhead) $300 $300 
Contribution to 

gross profit $100 $150 


While Product A shows a greater unit profit margin 
the same expenditure of $300.00 in conversion cost on 
Product B will result in a greater contribution to profits. 


Ia summary, it is necessary to know the profit charac- 
teristics of all products. 


With respect to the foregoing, the accountant can be 
of great assistance in ‘‘controlling’’ sales. What about 
the accountant’s position with respect to studies to 
discern sales opportunities, or measuring the efficiency 
of sales effort, or proportioning demand through adver- 
tising. Is this a field of endeavor for the ordinary ac- 
countant? Generally, I believe this encroaches on the 
field of market research; -- it concerns itself more with 
“‘order-getting’’ costs and its ultimate effect on sales. 
In most instances, it is difficult to correlate advertising, 
sales promotion, and other order-getting costs with sales 
volume. These costs result in sales and are not a result 
of sales. 


These order-getting costs are different from other 
costs which we normally consider when we speak of 
controlling costs. First, as pointed out they occur before 

(Continued on page 8) 
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A MODERN CONCEPT OF CONTROL (Contd from P age 4) 


the responsibility of controllership? Let us let con- 
trollership be represented in this picture by the con- 
troller, or the budget officer, or by some other designa- 
tion - it doesn’t make any difference. Regardless of who 
expresses and gives life to the idea in the organization, 
the responsibilities are the same. They lie in the realm 
of ideas, and they include keeping everyone concerned 
on the right track concerning control practice. 


Controllership, first of all, should devote itself to the 
objective of assisting the operating managers to stand 
upon their own feet, to make their own decisions, to do 
their own planning. A staff man who fails to see this 
fundamental necessity may be a liability instead of an 
asset to his company. He must visualize his entire 
activity as a service to the operating people. 


Make no mistake about it - the budget man cannot do 
this job alone. He must be backed by a philosophy 
which starts with the president and permeates the entire 
organization. He can help to create this atmosphere. He 
can use every propaganda weapon at his disposal in 
making it known, but in the long run he cannot do it alone. 


Time after time in talking with people doing: budget 
work, when we get to the heart of the problem that most 
of them are faced with, it comes out that some executive 
has made them responsible for cost reduction or for 
controlling costs. Without the line organization in charge, 
they cannot do it. 


BUDGETING’S EIGHT COMMANDMENTS 


I should like to close by offering a condensation of a 
few thoughts on putting a budget system into effect. 


First - Use your budgets constructively, as a means 
for setting standards of performance, for measuring 
results and for guiding management to satisfactory 
achievement; not as a pressure device to goad people 
to greater efforts. 


Second - Anchor your budgeting firmly in a foundation 
of company planning. See that everything to be done is 
planned first - then express the plan in dollars and you 
have a budget. 


Third - Insist that each responsible manager establish 
his own budget. If he does not know what his job is, 
refer him to his line boss, but make him solely respon- 
sible. And see that he understands that budgets may, 
under some circumstances and with proper approval, be 
exceeded without detriment to him. 


Fourth - Insist on a clear-cut organization structure, 
with duties properly defined and authority delegated 
commensurate with responsibility. Every man with a 
budget should clearly understand who he reports to and 
for what, and who reports to him. 


Fifth - Provide good, common-sense accounting with 
complete, simple and prompt explanations. See that no 
supervisor has in his budget any items which he does 
not control. 


Sixth - In the field of cost control, use your budget 
as a tool in your foreman’s hands - not as a club over 
his head. Cost reduction should be his responsibility, 
_ that of the budget man, but it comes from common 
efforts. 


Seventh - Insure the participation of top management. 
This requires patient, untiring teaching and reiteration 
of the control principle, but it is indispensable to good 
budgeting. 


WHAT BUDGET CONTROL FOR SALES? 

(Contd from P age 7) 
the sale; and there are too many influencing factors 
between the time of expenditure and the ultimate sale 
to establish a correlation between the two events. Second, 
when actual costs of manufacturing are below budgeted 
costs, we view them as being controlled.On the other 
hand, advertising and other ordergetting costs are 
controlled by ascertaining that funds are actually expended 
in accordance with an established plan -- failure to 
spend the allotted funds may be the reason for the loss 
of sales volume. Generally this is the basic reason that 
most companies establish appropriations for advertising 
and then make certain that the appropriation is fully 
expended. 


Granted there are accountants employed by market and 
research consultants or they are engaged specifically in 
this function of a company. In these capacities their 
activities consist of studying population shifts and 
densities, and the effects of advertising and other sales 
promotion plans; but I feel that these particular activities 
should not be considered as a normal part of the account- 
ing function. 


LETTERS TO THE EDITOR 


It has been very encouraging to the editors of the new 
‘*‘Business Budgeting’’, Technical Notes Magazine, to re- 
ceive so many fine letters from the N.S.B.B. membership 
expressing approval of the new format. 


A letter from National President H. P. Kelley is typical 
of many received: 


‘‘The appearance of Business Budgeting is excellent 
and a great improvement over the publication which pre- 
ceded it. Also, the first issues include articles of a cali- 
bre which should certainly add to the prestige of our 
Society. Let me take this opportunity to congratulate you 
on such a fine job.” - H. P. Kelley 


Our thanks to Mr. Kelley and to all the others who took 
the time to write their comments; but we wish to report — 
this is YOUR magazine, and we can make it only as good 
as the material which you submit. 


We would like to encourage you, therefore, to take your 
pen in hand and compose your contribution to Business 
Budgeting. Submit it to your chapter representative. 
We'll be giad to consider all contributions for future 
issues of your ‘‘Business Budgeting’’. 


Eighth - See that controller and budget men express 
the correct staff attitude. It is their job to establish, 
maintain and coordinate a budget system - in fact, a 
complete system of planning and control. But this work 
must be accomplished through authorized management. 
The staff people must not enforce instructions nor issue 
orders. They earn the confidence of their associates by 
honestly providing the control service and refraining 
from making operating decisions. 


Perhaps you have others or your own way of starting it- 
your own proven and tested budget practices. I am sure 
that no two of us do it exactly alike and I know that 
ideas must be developed individually to meet individual 
situations. As long as this independent thinking is going 
on, I have no fear for the future of the budget idea or of 
the control principle on which it rests. 
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